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able are kept, but the respective accounts
are charged directly from a copy of the
voucher check used in paying invoices.
3. Bills of Lading are analyzed to show
commodity shipper, the consignee, port of
loading and port of discharge, freight rate
and office, and tonnage. This is done by a
punched card system.
4. Every Steamship Company must deal
in foreign exchange, but they have been
able so far to require payment of freight
and passenger revenue in U. S. Dollars, or
in stable currency.
5. Home office concentration of account
ing work is intense, due to the very large
number of domestic and foreign branches
and agents, vessel pursers, and connecting
lines. Nearly all bookkeeping and auditing
is performed at the home office. Needless
to say, it is quite a task to fit all these re
ports together to provide a complete story
of voyages terminated during the month.
Each voyage account is composed of transac
tions in perhaps 15 to 30 calls at 10 to 25
different ports, in nearly as many different
countries. The problem of assembling
promptly the voyage revenue, expenses and
other related data in a Round-World voy
age of say 25 ports of call, is enough to
keep any accountant on his mettle. Estimates
of revenue must be furnished to the various
departments within a few days after ter-

mination of the voyage, and all voyages
terminated within the month, must have
the revenue computed for the closing, by
the middle of the following month.
6. Crew payrolls require a large staff of
specially trained crew payroll accountants.
These payrolls are complicated because of
the additions to the basic wage. Additions
include overtime, area bonuses, penalty
wages, slop chest charges, and earned va
cation credits, as well as the usual tax de
duction and witholding. It is necessary to
make almost immediate payoffs when the
last port of call of a voyage is reached and
the purser always needs help to complete
the crew payroll.
7. Operation-differential subsidy, con
struction-differential subsidy, recapture of
former and refund of the latter, Capital
Reserve Funds, Special Reserve Funds and
Construction Reserve Funds are peculiar
to the Steamship industry, and all require an
understanding of the Merchant Marine Act
of 1936.
The Steamship industry is a service in
dustry, and is vital to the needs of our Na
tion. The size, strength and soundness of
the Steamship industry depends in part on
the wisdom of its management, including
those charged with the keeping and inter
pretation of its accounts.

TAX NEWS
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We suggested (The Woman CPA, February
1949) that the decision in the Sullenger
case might result in permitting the deduc
tion of wages paid in contravention of wage
stabilization regulation where the wages
paid were a part of the cost of goods sold.
Now the Tax Court, in Weather-Seal
Mfg. Co., 16 TC No. 158, denies that wages
paid may be considered a part of the cost
of goods sold. The Court is unable to see
any distinction between the cost of goods
sold, which is a deduction from gross sales
before arriving at gross income, and any
other expense which is a deduction by legis
lative grace, from gross income which is
subject to taxation, if the cost or expense
is compensation for personal services.
The opinion of the Tax Court, which is of
more interest now that price and wage ceil
ings are with us again, cites in its conten
tion that there is nothing “sacrosanct”
about the cost of goods sold, the case of
American Pitch Pine Export Company, Inc.,
8 TCM 976, in which an incorrect inven

The Tax Court Needs An Accountant

One source of difficulties in the practice
of income taxation is the difference between
the accounting concept of income and in
come as sometimes determined by the Com
missioner of Internal Revenue. J. K. Lasser and Maurice E. Peloubet published an
interesting article on that conflict in the
Tax Law Review of March 1949.
As an illustration of the difference be
tween the Commissioner’s idea of what is
income and what business men and ac
countants believe to be income, there is the
Sullenger case (11 TC 1076) where the
Commissioner attempted to disallow, for
income tax purposes, the deduction of
amounts paid for merchandise in excess of
O. P. A. prices. The Tax Court in that
case held that the Commissioner had ex
ceeded his authority, that the 16th amend
ment to the constitution provided for the
taxation of income, and income is what
remains after the cost of the goods sold
has been deducted from the sales price.
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tory was changed by the Commissioner,
thereby changing the cost of goods sold.
Another case relied upon by the Court to
justify the taxation of gross receipts rather
than gross income, is that of Majestic Se
curities Corporation v. Commissioner, 120
Fed (2d) 12, affirming 42 BTA 698, in
which the cost basis for purposes of com
puting the profit on sales of securities was
held to be less than the price paid by reason
of the fact that the price was more than
market value and the Commissioner’s pre
sumption, which was not overcome by proof,
that the excess payment was made for the
purpose of helping the prior owner of the
securities.
To us those cases are not very persuasive
that the Tax Court should change its de
termination, as announced in the Sullenger
case, not to permit the Commissioner to
violate the taxpayer’s constitutional rights
by taxing his gross receipts rather than his
gross income. The Tax Court in the
Weather-Seal case considered, as it refused
to do in the Sullenger case, that payments
were contrary to public policy, and in the
former cited the case of Thoma's B. Lilly
v. Commissioner, 188 Fed (2d) 269, affirm
ing 14 TC 1066, where an optician’s kickback payments to doctors, though not un
lawful, were held to be non-deductible be
cause contrary to public policy. We under
stand from Randolph Paul, “than whom
there is no whomer” in income tax circles,
that he is asking the Supreme Court to
review the decision of the Fourth Circuit
Court of Appeals in the Lilly case.
It is probably too much to hope that the
Supreme Court may sometime have the op
portunity and the inclination to straighten
out the Tax Court on the distinction be
tween gross receipts and gross income.
We All Make ’Em Department
One of the better tax news services

recommends investment in Florida citrus
groves as a sure-fire way to build up for
capital gains in six or seven years while
taking advantage of tax deductions in the
interim. A recent letter sent out by this
service announces that the cost of clearing
and conditioning land is a fully deductible
expense. This will be news to the Com
missioner who states rather dogmatically
in Mim. 6030, issued June 20, 1946, that
among the “typical items which are required
to be capitalized and to which the option
does not apply are such preparatory ex
penditures as the cost of clearing brush,
trees and stumps.”
Now we would recommend the purchase
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of cut-over southern pine lands. The initial
cost is small, there are few deductible ex
penses in development years only because
there are few expenditures required, and
the crop can be marketed as a capital gain
(IRC Sec. 117 (k)) without selling the land.
Mnookin Case Affirmed and Followed
In this column, in October, 1949, we men

tioned the case of the Estate of Samuel
Mnookin, 12 TC 744, wherein the Commis
sioner included in the income for the tax
able year the accounts receivable at the
beginning of the year which had not been
reported previously. The Tax Court held
for the taxpayer and its decision has since
been affirmed by the Circuit Court of Ap
peals for the Eighth Circuit.
A later and similar case, Robert G. Frame
v. Commissioner, 16 TC No. 73, has been
decided by the Tax Court, and again the
Commissioner has not been permitted to
tax income in a year subsequent to the year
in which it was earned, simply because it
was not taxed in the earlier year.
Losses By Theft
Losses by theft have been deductible from
gross income ever since there has been an
income tax law, but as countless taxpayers
have discovered, such losses are difficult to
prove since there are almost never any eye
witnesses to the loss. One member of the
U. S. Tax Court says the policy of the Court
in demanding absolute proof of the theft
amounts to virtual repeal of Section 23 (e)
(3) of the Code, permits the deduction.
Mary Frances Allen (16 TC No. —) lost
a diamond brooch having a fair market
value of $2,400 while she was in the Metro
politan Museum of Art in New York City.
It was established that she was wearing the
brooch after her arrival there, and she did
not have it when she was ready to leave,
two hours later. In the interim she had
mingled with a crowd of 5,000 people in
six rooms. On the evidence the majority
of the Court found she had not sustained
the burden of proving theft, but three
judges dissented and in the dissenting
opinion, written by Judge Opper, it was
pointed out that theft was the most prob
able of three possibilities: that the jewelry
had dropped off and had never been found;
that it was found by some person and not
turned in; or, that it was stolen. Judge
Opper pointed out that the Tax Court, in
failing to be governed by the most probable
solution has reversed its rule which has
stood for 26 years.

